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Abstract
CorporategovernanceinJapanhasbeenchangingdramatically.In.Japan,
thechangestotheCommercialCodeproposedfor2003areaimedatbringing
Japanesecorporategovernancepracticesmoreinlinewithinternationalstand-
ards.Thelong-termrecessionorthemarketevaluationofsomecompanieshas
ledJapanesecompaniestotakeaction.Japanesecompanieshavenotdecidedyet
whatrevisionstotheircorporategovernanceshouldbeadopted.Introducingthe
US/Britishtypeofcorporategovernanceisonepossibility;however,usingsuch
asystemwithoutcarefulconsiderationisdangerous.Japanesecompanies
shouldadoptthegovernancesystembestsuitedforthem.
1.Introduction
CorporategovernanceinJapanisnowundergoingdramatic
changes.InJapan,thepressuresforchangesincorporategovernance
arestrong.Asetofglobalstandardsforcorporategovernancehas
beenadvocated.Forexample,theOrganizationforEconomic
CooperationandDevelopment(OECD)compliedguidelinesoncorpo-
rategovernancein1998and1999.Corporategovernancemeasuresare
increasinglybeingpaidattentionto,andnotsurprisingly,proposed
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changestotheCommercialCode(theJapaneseversionofacorpora-
tionslaw)areaimedatbringingJapanesecorporategovernanceprac-
ticesmoreinlinewithinternationalstandards.Althoughdiscussions
aboutchangehavebeenongoingforthepastdecade,mostJapanese
companieshavenotyetdecidedwhattypeofcorporategovernance
shouldbeadoptedastheir'OWII,probablybecausetheyhavenotyetfelt
thatsuchchangeisabsolutelynecessary.
Thispaperisstructuredasfollows.Afterthisintroduction,section
IIreviewsthepresentstateofJapanesecorporategovernance.Section
IIIinvestigatesthemeritsofJapanesecorporategovernance,andsec-
tionIVinvestigatesitsdeficiencies.SectionVproposesanideal
Japanesecorporategovernance.Finally,abriefsummarysynthesizes
thepointsmadeandconsiderspossiblenextsteps.
II.ThePresentStateofCorporateGovernanceinJapan
a)Background
Althoughthedevelopmentofanewframeworkforcorporategovern-
ance,suchastheintroductionoftheexecutiveofficersystem,has
shownsomeprogressinrecentyears,itappearsthattheprincipleob-
jectiveofsuchchangei.e.,buildingamanagementsystemthatin-
creasesbenefitstostakeholdershasnotnecessarilybeenachieved.
InJapannow,thewindsofsignificantchangetowardglobalizationai・e
blowingstrong.Thecollapseofthebubbleeconomyhasforced
Japanesecorporationstoseekrelationbeyondafamiliarcir°cleofsup-
pliers.Andexpandingglobalcapitalmarketsarenowcompetingag-
gressivelyforfundsallovertheworld.Foreigninvestorsar・eplaying
anincr°easinglyimportantroleintheJapaneseequitymarket(OECD,
1998).Westernshareholderstendtohemoreaggressiveintheirde-
mandsthatmanagementshowshareholdervalue(ShleiferandVishny,
一26一 2
TheChangingCorporateGovernanceinJapan
1986).Closescrutinyandseverejudgmentforunderperformanceare
common.Returnsoninvestmentareimportant.However,foreignin-
vestorswanttoparticipateintheJapaneseequitymarketundercondi-
tionsofopeninformationandclearrules.
InJapan,nationalscandalshavealsoplayedapartinpushing
throughreforms.In1997,prosecutorsarrestedtheformerpresidentof
NomuraSecurities,thebiggestsecuritycompany,forconspiringto
payoffa'sokaiya'.Sokaiyaarecorporateracketeerswhospecializein
diggingupdirtonmajorcorporations.Inthiscase,itwasfoundthat
NomuraSecuritieshadpaidhundredsofmillionsofyentoasokaiyato
keephimfromraisingdifficultissues.
Anotherexampleofscandalisthecaseofthemilkmanufacturer
SnowBrand,whichfacedseriousfinancialdifficulties.Afterapublic
apologyfromthemanagement,thecompanywasabletoavoidbank-
ruptcywhenitwasbailedoutbyitsbank.Somebigcompanieshave
beguntocollapse,andwhenlargebanksaretheonesthatcollapseor
sufferseverelosses,ashashappenedinrecentyears,othercompanies
andthegeneralpopulationinJapanalsosuffers.Asaresult,capital
marketsandthefinancialsysteminJapanhavebeenweakened.
b)ThePresentStateofCorporateGovernance
ThemainproblemofcorporategovernanceinJapanisthatthereis
abiggapbetweenthecurrentlegalregulationsanddailybusiness
practices.CorporategovernanceinJapanissimilartothatinnations
liketheUSintermsoflegalregulationsandissimilartotheGerman
typeintermsofdailypractices.CompaniesinJapanaresupposedtobe
ruledlegallybystockholders.However,deviationfromthislegalregu-
lationisfrequent,especiallyinlargecompanies.Forexample,thedi-
rectors,whoserolesaretoobservethemanagers,areoftenhand-
chosenbythepresidentorthechairman,therebyleavingverylittle
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possibilityofconflictwithinthecompany'shierarchy.Inactualman-
agementdecisions,lahorunionscanputpressureonthemanagersbe-
causeoftherighttostrike,asinGermany'.WorkersinGermanycan
participateinmanagement'.However,inJapan,alaborunionalone
haslittleinfluenceorpowerincorporategovernance.Becauseofthe
traditionalpracticeofcross-shareholdingsandtheculturally-rooted
highrateoffamilycontrolledcompanies",othersalsohavepowerinde-
tidingmanagementdecision.Thissystemcontinuestodayandpro-
ducesrelativelypassiveshareholdersandamanagementphilosophy
concernedmorewithincreasingmarketshareandmaintainingrela-
tionsthanwithmaximizingshareholdervalueCFoskett,2001).
III.MeritsofJapaneseCorporateGovernance
TheJapanesetypeofcorporategovernancedoeshavealotofmerits.
Fii°st,problemsconnectedtogovernancelegalitiesinr・egar・dstothe
stockholderscanbeavoided.Stockholdershavesometimescausedseri-
ousproblemsformanagersofbusinessesallovertheworld.Second,
thesenseofunitywithinthecompanycanbeextremelyhigh.Thisal-
lowsforasenseofsecurityandloyaltyamongstworkers,which,in
turn,createsabetterworkenvironmentandahigherproductionrate'.
Third,checksfromemployeesandlaborunionscanbepossible.
Moreover,managementcostscanbereduced.Fourth,becauseonly
managersand'inside'peoplemakecompanymanagementdecisions,se-
r°iousmistakesmayberare.
TheWesternsystemisnotperfect.AsthecollapsefateofEnronand
otherrecentcaseshaveshown,theWesternsystemisfraughtwithdif-
ficulties.Managerinterestsarenotidenticaltoinvestors,andinvest-
orscanobtainonlyalimitedunderstandingofwhatmanagersare
doing'.
'
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HolmstormandKaplan(2001)saythatbeforearound1980,manage-
mentintheU.S.wasloyaltothecorporation,nottoshareholders.
Takeoverswererelativelyrare,shareholderstendedtobepassiveand
managershadonlylimitedincentivestoraiseshareprices:in1980,0nly
20percentofthecompensationofchiefexecutiveswastiedtostock
marketperformance.TheyconcludesthattheU.S.corporategovern-
antesystem,widelycriticizedduringthe1970sand1980sandcompared
unfavorablywiththeGermanandJapanesemodels,isnowproviding
amodelfortherestoftheworld.
Inthe1980s,thecomfortablelivesofCEOswereturnedupsidedown
bytheriseofhostiletakeovers`'.Leveragedbuy-outsandjunkbonds
appeared.Themergerboominthe1980sdidappeartoresultinim-
provementsinefficiency.Someofthesephenomenahavenowdisap-
geared;however,theculturethefocusonshareprices,andthe
acceptanceofbigrewardsforsuccessandpenaltiesforfailure1・e-
mains.In1990s,equity-basedcompensationformanagerssoared.
Shareholdingshasbecameconcentratedinafewhands,therebyin-
creasingshareholderactivism.Asaresult,theforceddepartureof
CEOsalsoincreased(Kaplan,1994;HolmstormandKaplan,2001).
IV.ProblemsofJapaneseCorporateGovernance
Japanesecorporategovernancedoesinfacthaveproblems.First,in
Japan'sgovernancesystem,presidentsanddirectorshavetotalpower,
andasaresult,theyarenotmonitored.Companiesstillhaveagreat
dealofdiscretionintheirgovernancebecauseofthelackofstrictregu-
lationsorlegalenforcementofexistinglaws.Asaresult,theimple-
mentationofeffectivecorporategovernanceinJapancontinuesto
dependprimarilyonthelevelofdirector'scommitmentandcompe-
tence.Inaddition,managerswhohavestrongleadershipqualitieshave
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verylittleopportunitytomakeexecutivedecisionsbecausetheymust
consultdirectorsorpresidents.Andsometimesinternalcontrolsare
insufficientoraltogetherabsent.
Second,substantialalterationswithinacompanycannotberealized
quicklyandeasilybecausealldecisionsmustgothroughmanypr・oc-
esses.Theneedfor°promptdecision-makingiscriticalinthisfast-paced
information.Measurements,monitoring,andmotivationareneces-
sary.Atthesametime,thisrequiresimprovementsinthequalityand
quantityofinformationusedformanagementdecisions.Fromamoni-
toringpointofview,itisnecessarytoimproveaccountabilitytoinves-
torsbyacceptingexternalperspectives(Macey,1996).Explicitly,itis
necessarytointroducetotheboardamechanismofmanagementsu-
pei°visionthatwillwinmarketapproval,whiletheboardactsasthe
agentofinvestorswhenmakingdecisions.
Third,topexecutivesseldomtakeresponsibilityinJapan(Kangand
Shivdasani,1995).TheamendmentsmadetotheCommercialCodein
2001wereinsufficientbecausecurrentstatutoryauditorshavenoright
todismissapresident,theycannotspeakfranklybecausethepresident
hastherighttoappointthem,andappointmentstothepostofstatu-
tor・yauditorareregardedasatokenofappreciationforservicetothe
company.
Finally,wecannotoverlookthesystemstructureitself.Cross-
shareholdingsarestillprevalentinJapan,andhanksusuallyown
sharesinthecorporationtowhichtheylendmoney.Thiscreatesanin-
terestingconflictofinterestforbanks‐iftheyrefusetoextend
credittoaclientacredit,thatrefusalmayleadtoafallintheclient's
sharepriceandaconsequentialhittothebank'sbottomline'.Eighty
percentofJapanesecompaniesholdtheirshareholdermeetingsonthe
sameday,andover60percentofthesemeetinglastlessthan30min-
utes.'Phisinintendedtopreventsokaiya,orcorporatei°acketeers,from
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disruptingthemeetings,butitisalsoservestosuppressnormalshare-
holderdiscussionandunderminethedirectors'publicaccountability".
Atpresent,thecollapseoftheso-calledmainbanksystemisongo-
ing.Perhapsthemostimportantchangeisthegrowinginfluenceof
foreigninvestors,whichreflectstheadvancesoftheborderlesscapital
markets.Inthenearfuture,Japanesecorporationsmaynotbeableto
accesstheinternationalfinancialmarketsbecauseofJapan'spoor
standardsofgovernance.Japanesecompanieshavefewoutsidedirec-
torsontheirmanagementboardsforthepurposeofindependentmoni-
toyingofmanagement.Groupcompanieshavemuchpowerin
managements,whereas,normal(small)shareholdershaveonlyalittle
powerinmanagement.Inaddition,overlappingbusinessinterestsof
Japanesecompaniesandtheirauditingfirmsraisedoubtsaboutthe
neutralityofauditingresults.
V.The'ldeal'JapaneseCorporateGovernance
a)OverallView
StockholdersarelegallysovereigninJapan,andthestockholdersare
responsibleforbecomingthoroughlyinformedaboutallaspectsofthe
company.Also,theyneedtobewellversedinthegovernanceoftheir
chosencompany.Fromanotherangle,itisimperativethatthecom-
pany'sdirectorsalsohaveacompleteunderstandingofthecompany's
governance.Thedirectorsshouldbecompletelyindependentofmanag-
erssothattheyareabletoprovidefairandobjectivegovernance.And
theorganizationthatmakesthegovernancemustbeabletocurtailthe
managers'poweriftheyseetheneedtodoso.
b)AmendmentstotheLaw
Inthepast,corporategovernanceinJapanattachedimportanceto
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,maintainingabalanceofpowerbetweenstakeholders,includingkey
employees,creditorsledbythemainbank,andthegovernment.
However,corporategovernancehasrecentlybeenundergoingagrad-
ualshifttowardemphasizingwhatisimportantintermsofshare-
holdervalue,astheprinciplethat"acompanybelongstoits
shareholders"graduallystartedspreadingbeyondEuropeandNorth
America(KomiyamaandMasaoka,2002).TheoverallclimateinJapan
isshiftingtowardsthepursuitoffargreateraccountabilitytoshare-
holders.Westernshareholderstendtoscrutinizethecompany'smarket
performancetoaccessvalue.Theyalsodemandtosetrules.Corporate
governancemeasuresareincreasinglygainingattention,andnotsur-
pr・isingly,proposedchangestotheCommercialCodeareaimedat
bringingJapanesecorporategovernancepracticesmoreinlinewithin-
ternationalstandards.Shareholdercomposition,shareholderrights,
disclosure,andboardmake-up-initsgovernancematingisnotsuffi-
dent.AmendmentstotheJapanesecommercialcode,whichwilltake
effectinApril2003,requirecompanieswithissuedsharecapitalofover
500millionyenorwithliabilitiesof20billionyenor・moretohaveex-
ternalauditors.Inaddition,atleasthalfofacompany'sstatutory
auditorsusuallynowinternalemployeeswillhavetobeap-
pointedfromoutsidethecompany"'.TheselargeJapanesecompanies
canselectoneofthreestructuresasshowninFigure1.
c)ThePresentCondition
Withtheseamendmentstothelaw,companiescannolongeravoid
makingtheefforttochangetheircorporategovernanceonthepretext
thatthecurrentlegalsystemisnotsuitedtothestrictdemandsofthe
capitalmarkets.Figure2isasurveyonboardreformsconductedby
theNihonKeizaiShimbun(newspaper)inJune2001.Themovementis
fast,however,itcannotpredictwhetherthechangeisgoingin
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Figure21ntroductionoftheExecutiveOfficerSystem
companiesthatreportedtobeconsideringnewstructuresorthosewho
repliedthattheyhadnotyetcontemplatedchange.
Thestatusofappointmentofoutsidedirectorswasalsoresearched
byNikkeiKeizaiShimbuninJune2001(Figure3).Thecorporatesec-
forhasstartedtoactonthesechangesandhasbeenproceedingtoin-
troducethesenewformatssinceJune2001.
Theexistingsystemstillremainsanoption,anditispossibleto
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Figure3ConditionsforAppointmentofOutsideDirectors
achievemanagementthatismoretransparentandquicker・toact
withintheframeworkoftheexistingsystem.Adoptionofthenewsys-
temisnotmandatoryundertherevisedcodethatwillbeimplemented
in2003.Regardlessofwhichsystemisultimatelychosen,however,it
willalwaysbenecessaryinthefuturetopr°ovideaccountabilitytothe
market.
Thischangemeansthatthedecisionmakingtransparencyhasbeen
enhancedfromanexternalperspectivebecausecriticalmattersthat
touchonthefundamentalsofmanagementaretherebyentrustedto
partiesoutsidethecompany.Inaddition,startinginApril2003,
Japanesecompanieswillberequiredtoappointexternalauditors.Tor
manyJapanesecompanies,thiswillbeamajor・cultureshock.Western
corporategovernanceandthetraditionalJapanesebusinessculture
mayappearasdistinctfromeachotherascommunismandcapitalism,
theJapanesegovernmentiscommittedtodr-ivingthroughthesere-
forms(lvey,2002).
Whereastheestablishmentofasub-committeeisastandardcorpo-
ratemeasureinmanyjurisdictions,thepushtomaketheappointment
ofanon-executivedirectormandatoryforlargecoy°porationshas
broughtquitearesponse.TheseniormanagingdirectoroftheJapan
FederationofEconomicOrganizations('Keidanren')wentasfarasto
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speculatethatsucharulewassupportedbyself-interested,U.S.-
affiliatedconsultantsandlawyersseekingnewbusinessopportunities
fromlegislation.Othersarguethatthemarketwillforcesuchchanges
oncorporationsanywayandthatthosethatdonotchangewilllosein
theend.
SONYCorp.establishedacorporateexecutiveofficerboardbackin
1997.SONYreducedthenumberofdirectorsfrom38to10withthree
ofthembeingoutsidedirectors,andatthesametimedifferentiatedbe-
tweentheboardofdirectorsandmanagementcommittees.Theresult
createdanoperationalexecutiveorganizationthatwasconsidereda
shifttowardthekindofcorporateorganizationfoundintheUnited
States.Inthefollowingyear°itestablishedacompensationcommittee
andothercommitteeswithintheboardofdirectorsandappointednon-
executivedirectorstotheboard.FujiPhotoFilmintroducedsuchasys-
temin1998.Subsequently,asteadilyincreasingnumberofcompanies
beganreformingtheirboards,introducinganexecutiveofficersystem,
andappointingoutsidedirectors.Manyothercorporationshaveap-
pointednon-executivedirectorstotheirboards-Softbank,Toshiba,
NomuraSecurities,andKonami,tonameafew.Examplesofcorpora-
tionsthathaveestablishedadvisoryboardstostrengthentheircorpo-
rategovernanceincludeOmuron,NTTDoCoMo,NisshoIwai,Nissan,
Matsushita,andAnritsu.
Since1998,Japanhasalsotakengenuinestepstobringitsaccount-
ingstandardsuptodatebyintroducingconsolidatedandmarket-to-
marketaccountingprinciplesamongotherchanges.Withtheuseof
consolidatedperformancereporting,companiescannotmanipulate
profits,employeenumbers,orasset/loandatabetweenthevarious
companydivisions.
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d)WhatShallJapaneseCompaniesDo?
Inthefirstpartofthissection,IproposedanidealforJapanesecor-
porategovernance.Obeyinglawsandrules,andcarryingoutresponsi-
bilitiesareimportantforthesuccessofthisidea.Japanesecompanies
andsocietyingeneraldonotnowalwayscomplywithlaws.Suchcom-
plianceisabsolutelynecessary;however,whattypesofcorporategov-
ernanceshouldbeadoptedisadifferentissue.
ThetraditionalJapanesesystemhasmanymerits,asexplainedin
section皿.Introducingnewcorporategovernanceissometimesdanger-
ousandwhetheritcanproduceprofitsoverallisunsure.Ofcourse,the
USsystemalsohasalotofmeritsandfitswellwiththetrendtoward
globalization.AlthoughtheusefulnessofadoptingtheUStypesystem
dependsontheneedsofanyparticularcompany,thisUSsystemseems
tobemoreappropriateinthecurrentclimateofglobalization.Evenif
acompanydecidestocontinuewithitstraditionalsystem,thecom-
panymustmakecertainspecificchangesmandatedbythenew2003
codechangesandoutlinedinthispaper.
VI.Conclusions
TotheoutsiderthechangestoJapaneselawdiscussedinthispaper
maynotappeartoosignificant.However,evenaconceptascommon-
placeasanexternalauditisalientomostofcorporateJapan,where
companieshavetraditionallybeenauditedbytheirowninternalem-
ployees.Butseveralcaseshaveexposedwiththissystem(Hermalin
andWeisbach,1998;HirshleiferandThankor,1994;andWarther,
1988),therebyprovingthatsuchchangesarenecessary.
AlthoughJapanesecorporategovernancesurelyhasmanyproblems,
completechangingtoacorporategovernancestructureoftheUSor
Germantypeisnotnecessary.Atpresent,Japanesecompaniesthat
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adopttheUStypesystemcangainalotofprestige.Japanesecorporate
governancechanges,especiallythosetowardgreatertransparencyand
accountabilityandemphasisonthecreationofstockholdervaluewill
continuetogainmomentum.Andmarketevaluationissoimportant
thatapoorratingcanforceachangeinthestructureofacompany
(Eisenberg,1989).YetintroducingtheUSsystemwithoutforethought
isdangerous.Recently,alotofproblems,suchasfraudulentaccount-
ing,havesurfacedintheU.S.However,drasticchangesintheU.S.by
companiesandregulationsarehappeningatarapidrate.Becausethe
Japanesehaveaculturalreluctancetointroducesuddenchange,move-
menttowardtheUStypesystemisnotwidespreadatpresentandis
unlikelytobeintroducedinthenearfuture.
WhatweneedinJapanisanewtypeofcorporategovernancethat
suitsJapanesecompaniesandsociety,whileatthesametimeweasa
societybegintoobeyourlawsandrules.Thisideacanonlybeachieved
throughahighdegreeofmeasurement,monitoring,andmotivation.
Acorporategovernancestructurethatplacesthegreatestweighton
overallstakeholders'interestsseemsimportant(Tirole,2001).Inaddi-
tion,althoughdualgovernancebyshareholdersandcompanymanag-
ersseemsdesirableinJapan,somecompanieswillhavedifficulty
accomplishingormaintainingsuchasharedpowerstructurebecause
theexternalpressuresofcorporateglobalizationdonotallowforthis
powersharing.Japanesecompaniescannotignoretheworldtrend
completely.Japanesecompanieshavetraditionallyhaveconsidered
haveconsideredmanagerS7decision-makingauthoritytobemostim-
portant,especiallyasalong-termstrategy.Incontrast,theyhavenot
putmuchemphasisonshareholderauthority.Atleastfortheshort-
termstrategy,companieswillhavetoconsidershareholders'interests
morethanispresentlydone.
TheauditingsysteminJapanesecorporationsneedssignificant
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reform,justasithasbeenshowingtobeneededincorporatesystems
worldwide.Auditorsneedtobeabletodotheirjobunderconditionsof
completeindependenceandwithgovernmentenforcementofregula-
tionsthatensuretheauditorscompleteaccesstoaccurateinformation
aboutallaspectsofacompany'sperformance,auditorscannotprovide
shareholdersandthesocietyatlargewithanobjectiveassessmentofa
company'ssuccessandworth.
TheJapaneseeconomicsocialsystemisundergoingchangesuchthat
thepowerofbanksisgreatlyreducedfromwhatitwasinthepast,and
thegeneralconditionsofemploymentarealsochanging.Thusthepi°e-
sentisagoodtimeforacademicresearchersandthemembersofthe
businesscommunitytocometogethertodevelopanewidealcorporate
governancestructureforJapan.
Fndnotes
?
?
?
?
?
??
?
?
Forvat°iouscount　°ies'cases,seeforexampleMonksandMinow(1995).
Banksalsotakepartinmanagement.llaushankenplaysanimportant
role.ThissystemissimilartothatinJapan.
Fortherelationbetweenthetraditionalstruetureofshareholdersand
profits,seeforexampleCore,Holthausen,andLarcker(1999).Thereisa
bigdifferencebetweenJapanandothercountries:seeforexample
Karpoff,Malatesta,andWalking(1996),andWahal(1996).
The'Seniority'systemor・'lifetimeemployment'systemshavepromoted
suchconditions.IIowever,thissystemalsocontainsproblems:seeforex-
ampleShishido(1999)saysthat'companycommunity'hasproducedcom-
petitiveneSSreCently.
Corporategovernanceisaunder・constantpressuretoservetheinterests
oftheinvestors.Justasinpreviousdownturns,thet1.S.recessionhasun-
coveredmanagerialbehaviorthattheauditorsmissed;andaccordingto
theFinancialTimes(2002),investors'faithincorporateexecutiveshas
beenbadlyshaken.Top-executivesseldomtakeresponsibilityinJapan
(KangandShivdasani,1995).
ByrdandHickman(1992)reportsimilarempiricalresults.Therearestill
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problemswithamendmentsmadetotheJapaneseCommercialCodein
2001.Namely,statutoryauditorsstillcaanotdismissapresident,they
cannotspeakfranklybecausethepresidenthastherighttoappoint
statutoryauditors,andappointmentstothepostofstatutoryauditorare
regardedasatokenofappreciationforservicetothecompany.
7.Inthepast,governmentguidanceandthemainbanksystemprovided
somechecksandbalancesonthepowerofmanagement.Ifacompanyper-
formedpoorly,thebureaucracywouldintervene,orthebankswould
forcehigh-rankingmanagerstoleave.Thebanksalsopreferredtobook
hiddenprofitsontheirshareholdingsthantotakedividendsandpaytax.
8.Thelackofmanagementaccountabilityhasitsrootsinthehistoryof
Japanesebusiness.Inthepostwarperiod,corporationsenjoyedsomany
profitableopportunitiesthatitmadesensetoreinvesttheft・eecashflow
ratherthantoreturnittoshareholdersasdividendsonwhichmustbe
paid.
9.Thereisalsoaviewthatenlightenmentisneededamongcompaniesthat
arepartofthemodernJapaneselargecommercialandindustrialcon-
glomerates,knownaszaibatsu,becausetheirmanagementtermslackan
appreciationoftheimportanceofcapitalmarketsprimarilybecauseof
thestableshareholdingrelationshipstheyenjoyedinthepast:see
KomiyamaandMasaoka(2002).
10.Fortherelationbetweenscaleofexternalauditorsandprofits,see,forex-
ample,Yermack(1996).Atpresent,therearearound10,4001argecorpo-
rationsinJapan.Themainfeatureoftheproposalisthatatleastone
externaldirectormustbeappointedtotheboardoflargecorporations.
Anexternaldirectorisdefinedasanypersonwhohasnotatanytime
beenanemployee,manager,ordirectorofthecompanyorofanyofits
subsidiaries.
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